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PREFACE 


In  1986,  the  Congress  created  the  Physician  Payment  Review  Commission  to  advise  it  on 
reforms  of  the  methods  used  to  pay  physicians  under  the  Medicare  program.  Since  then, 
the  Commission  has  conducted  analyses  of  physician  payment  issues,  provided  a  forum  for 
groups  representing  physicians,  beneficiaries,  and  other  interests  to  present  their  views, 
and  worked  closely  with  the  Congress  to  bring  about  comprehensive  reforms  in  Medicare 
physician  payment  policy.  Its  recommendations  formed  the  basis  of  1989  legislation  that 
created  a  new  payment  system  consisting  of  a  resource-based  fee  schedule,  limits  on  the 
amount  physicians  may  charge  patients  above  the  fee  schedule  amount,  and  Volume 
Performance  Standards,  coupled  with  expanded  federal  support  for  effectiveness  research 
and  the  development  of  practice  guidelines,  to  control  expenditure  growth. 

The  transition  to  payment  under  the  Medicare  Fee  Schedule  is  set  to  begin  on  January  1, 
1992.  Accordingly,  this  report  considers  numerous  policy  and  technical  issues  concerning 
implementation.  These  include  refinements  in  the  scale  of  relative  work,  modifications  in 
the  methods  of  calculating  the  practice  expense  and  malpractice  expense  components  of 
the  relative  value  scale,  and  calculation  of  the  budget-neutral  conversion  factor. 

The  findings  and  recommendations  from  four  studies  on  specific  aspects  of  the  fee 
schedule  that  were  mandated  by  the  Congress  in  1989  are  included  here.  These  studies 
consider  methods  for  adjusting  and  allocating  practice  and  malpractice  expenses, 
geographic  payment  areas,  payment  to  nonphysician  practitioners,  and  payment  to 
assistants-at-surgery.  The  chapters  presented  here  fulfill  the  Commission's  obligation  to 
advise  the  Congress  on  these  matters. 

While  the  Commission's  original  mandate  focused  on  relative  payment  and  financial 
protection  for  beneficiaries,  over  the  years  this  mandate  has  been  substantially  expanded. 
This  report  reflects  the  Commission's  broader  responsibilities  in  chapters  on  private  payers 
and  the  Medicare  Fee  Schedule,  profiling  physician  practice  patterns,  rural  health  services 
delivery,  and  medical  malpractice  reform.  Two  chapters  provide  a  progress  report  of  work 
on  Medicaid  physician  payment  mandated  by  the  Congress  in  1989.  A  final  Medicaid 
report  with  recommendations  will  be  transmitted  to  the  Congress  in  July. 


The  Commissioners  and  staff  have  come  to  appreciate  the  major  contributions  made  to 
the  Commission's  work  by  other  government  agencies,  private  organizations,  and  many 
individuals.  During  the  past  year,  staff  of  the  Health  Care  Financing  Administration  and 
other  agencies  of  the  Department  of  Health  and  Human  Services,  the  General  Accounting 
Office,  the  Prospective  Payment  Assessment  Commission,  the  Congress,  the  Office  of 
Technology  Assessment,  the  Congressional  Research  Service,  and  the  Congressional 
Budget  Office  provided  valuable  information  and  assistance  to  the  Commission. 

Social  and  Scientific  Systems,  especially  Jansen  Davis,  Paul  Menick,  and  Arlene  Turner, 
provided  exceptional  programming  support  for  many  aspects  of  the  Commission's  work. 
Lynn  Lewis  provided  timely  and  helpful  editing  of  the  report  that  was  much  appreciated 
by  the  staff. 

The  Commission  has  continued  its  longstanding  practice  of  soliciting  advice  from 
physicians  and  other  health  professionals,  beneficiaries,  Medicare  carriers,  and  other 
experts  on  physician  payment  issues.  It  has  benefited  from  information  they  have 
provided,  as  well  as  public  testimony,  participation  in  Commission  consensus  process 
activities,  and  comments  on  draft  chapters  of  the  report. 

Among  the  many  people  who  contributed  to  the  Commission's  work  in  this  report,  we 
would  like  to  single  out  the  following  who  were  particularly  helpful  to  the  staff  and 
Commissioners:  Richard  Beisel,  Marc  Berk,  Peter  Budetti,  Sandra  Christensen,  Steven 
Davidson,  Debra  Dayhoff,  Allen  Dobson,  Doran  Dunaway,  Daniel  Dunn,  Jose  Escarce, 
Robert  Fine,  David  Gans,  Ruth  Hanft,  Scott  Harrison,  Holly  Harvey,  Randall  Haught, 
Steven  Hayes,  David  Helms,  Suzanne  Pribyl  Hoppszallern,  William  Koprowski,  Terrance 
Kay,  Kathleen  King,  Steven  Lazarus,  Jesse  Levy,  Candace  Littell,  Stephen  Long,  John 
Luehrs,  James  Margolis,  Susan  Marquis,  Amanda  McCloskey,  Helene  Michado,  Thomas 
Mickler,  Thorn  Miranda,  Laura  Mueller,  Carlos  Munoz,  Monica  Noether,  Greg  Nycz,  Ron 
Pfannerstill,  Gregory  Pope,  Thomas  Rice,  LeRoy  Roberts,  James  Rogers,  Margo 
Rosenbach,  Claudia  Schur,  Stephanie  Spernak,  Frederick  Wenzel,  and  Donald  Zais. 
Special  thanks  also  go  to  David  Juba  and  Terry  Hammons  whose  work  with  the 
Commission  staff  is  reflected  in  several  chapters  of  this  report. 
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EXECUTIVE  SUMMARY 


In  1987  when  the  Physician  Payment  Review  Commission  issued  its  first  report,  Medicare 
outlays  to  physicians  were  growing  at  double-digit  rates,  placing  an  increasing  burden  on 
taxpayers  and  beneficiaries  who  share  in  financing  program  costs.  The  program's  method 
of  paying  physicians  on  the  basis  of  historical  charges  had  severely  distorted  the  pattern 
of  relative  payment  across  different  physician  specialties,  services,  and  geographic  areas. 
Concern  was  also  growing  about  the  financial  liability  of  Medicare's  33  million  elderly  and 
disabled  beneficiaries  and  their  access  to  care.  Physicians,  beneficiaries,  and  policymakers 
alike  agreed  that  this  situation  had  to  be  corrected. 

Today,  the  context  for  reform  has  changed.  In  the  Omnibus  Budget  Reconciliation  Act 
of  1989  (OBRA89),  the  Congress  established  a  new  system  of  payment.  It  consists  of  a 
Medicare  Fee  Schedule  based  on  resource  costs,  limits  on  the  amount  physicians  may 
charge  patients  above  the  fee  schedule  payment,  and  Volume  Performance  Standards 
(VPS)  coupled  with  expanded  federal  support  for  effectiveness  research  and  development 
of  practice  guidelines  to  control  expenditure  growth.  This  package  of  reforms  built  on  a 
series  of  policy  changes  enacted  since  the  early  1980s. 

Implementation  of  the  new  system  of  payment  has  already  begun.  Many  of  the  budget 
cuts  included  in  OBRA89  and  OBRA90  were  designed  to  begin  changes  in  relative 
payment  toward  estimated  fee  schedule  values.  Commission  simulations  suggest  that  by 
1991,  20  percent  of  the  change  in  relative  values  will  have  been  accomplished.  By  1992, 
when  the  first  year  of  the  transition  to  the  fee  schedule  begins,  a  total  of  52  percent  of  the 
change  will  have  been  put  into  effect.  Under  the  VPS,  standards  for  expenditure  increases 
have  already  been  set  for  fiscal  years  1991  and  1992.  Charge  limits  took  effect  at  the 
beginning  of  1991. 

As  in  past  years,  the  Commission's  fifth  annual  report  makes  recommendations  about 
many  important  policy  and  technical  issues.  This  year's  report  will  be  received  in  a  new 
legislative  environment,  however,  that  reflects  an  agreement  between  the  congressional 
leadership  and  the  Administration  to  reduce  the  deficit  over  a  multiyear  period.  New 
budget  rules,  established  under  OBRA90,  preclude  legislation  to  increase  spending  without 
accompanying  cuts  in  specific  programs  or  across-the-board  reductions  in  broad  budget 
categories.  This  has  led  many  congressional  leaders  to  predict  that  there  will  not  be  an 
"OBRA91."  Indeed,  some  believe  that  there  will  no  Medicare  legislation  this  year  with  the 
possible  exception  of  technical  corrections  to  OBRA90. 
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While  the  Commission  acknowledges  these  constraints,  this  report  contains 
recommendations  that  would  require  congressional  action.  They  will  be  relevant  whenever 
the  Congress  next  writes  Medicare  legislation.  The  Commission  believes,  however,  that 
these  issues  should  be  dealt  with  sooner  rather  than  later.  The  Health  Care  Financing 
Administration  (HCFA)  has  the  authority  to  resolve  other  issues  that  are  discussed  in  the 
report  through  regulation,  but  the  Congress  has  strong  interests  in  how  they  are  resolved 
and  will  look  to  the  Commission  for  advice.  Indeed  this  report  and  HCFA's  regulatory 
decisions  could  well  influence  congressional  leaders'  judgment  about  the  desirability  of 
considering  legislation  in  1991. 

This  year's  report  covers  a  broader  range  of  topics  than  previous  reports,  reflecting  both 
those  issues  to  be  addressed  in  conjunction  with  the  implementation  of  the  Medicare  Fee 
Schedule  and  those  related  to  the  Commission's  expanded  responsibilities  under  OBRA90 
(Sec.  4118  (j)).  Many  of  the  chapters  on  fee  schedule  implementation  respond  to  specific 
mandates  to  the  Commission  from  OBRA89.  They  examine  issues  and  make 
recommendations  on  assistants-at-surgery,  practice  expense,  malpractice  expense, 
geographic  payment  areas,  and  payment  to  nonphysician  practitioners  (NPPs).  Two 
chapters  also  describe  work  under  way  on  physician  payment  under  Medicaid.  The 
Commission  will  complete  its  analyses  and  submit  recommendations  to  the  Congress  in  a 
report  due  on  July  1,  1991. 

Four  chapters  reflect  the  Commission's  first  efforts  in  new  areas  of  responsibility  spelled 
out  in  OBRA90.  These  include  the  impact  of  Medicare  payment  reform  on  private  payers, 
rural  health  care,  medical  malpractice  reform,  and  profiling  of  physicians'  practice  patterns. 
Work  on  refining  Medicare's  payment  to  health  maintenance  organizations  (HMOs)  and 
on  graduate  medical  education  is  progressing  but  was  not  far  enough  along  to  include  in 
this  report. 

MEDICARE  FEE  SCHEDULE:  BROAD  ISSUES 

A  significant  portion  of  this  report  is  devoted  to  major  issues  affecting  implementation  of 
the  Medicare  Fee  Schedule.  Among  these  are  refinements  in  the  scale  of  relative  work, 
modifications  in  the  methods  of  calculating  the  practice  expense  and  malpractice  expense 
components  of  the  relative  value  scale,  calculation  of  the  budget-neutral  conversion  factor, 
and  plans  for  monitoring  beneficiary  financial  protection  and  access  to  care. 

Refining  the  Scale  of  Relative  Work 

The  Commission  is  reviewing  and  refining  the  scale  of  relative  work  for  the  Medicare  Fee 
Schedule.  As  part  of  this  process,  it  is  analyzing  data  from  Phase  II  of  the  Hsiao  study 
and  comparing  it  with  data  from  other  sources.   It  is  also  obtaining  comments  from 
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physician  organizations  in  five  key  areas:  relative  work  values  (RWVs)  for  non-evaluation 
and  management  (EM)  services  directly  surveyed  in  Phases  I  and  II,  cross-specialty  links, 
RWVs  for  imaging  services,  methods  for  assigning  RWVs  to  surgical  global  services,  and 
methods  for  assigning  RWVs  to  EM  services.  Recommendations  for  refinements  in  these 
areas  will  be  submitted  to  the  Congress  and  made  available  to  HCFA  before  the  final 
regulations  implementing  the  fee  schedule  are  published. 

A  number  of  refinement  issues  have  surfaced  thus  far.  One  concerns  assigning  RWVs  to 
evaluation  and  management  services.  The  pattern  of  relative  work  involved  in  providing 
visits  of  different  durations  and  types  is  sensitive  to  the  methodology  used  to  estimate  the 
relationship  between  encounter  time  and  total  work.  Relationships  based  on  data  from 
the  Hsiao  study  differ  when  they  are  estimated  using  individual  physician  responses  rather 
than  mean  responses  for  each  EM  vignette.  Relationships  differ  when  they  are  based  on 
estimates  of  work  and  time  for  EM  vignettes  rather  than  for  visits  provided  in  actual 
practice.  Data  from  both  the  Hsiao  study  and  the  Commission's  Visit  Survey  (PPRC 
1991a)  suggest  that  physicians  responding  to  EM  vignettes  may  have  overestimated  the 
amount  of  pre-  and  postservice  (pre/post)  work  involved  in  actual  practice. 

The  RWVs  for  EM  services  that  Hsiao  and  his  colleagues  submitted  to  HCFA  when  they 
completed  Phase  II  of  their  study  are  based  on  a  regression  model  estimated  with  mean 
physician  responses  for  EM  vignettes.  This  method  for  estimating  the  relationship 
between  encounter  time  and  total  work  probably  does  not  have  an  appreciable  net  effect 
on  the  share  of  aggregate  work  assigned  to  EM  services.  But  it  may  lead  to  serious 
distortions  in  RWVs  across  levels  of  service  and  classes  of  visits.  The  Phase  II  RWVs 
appear  to  understate  the  value  of  shorter  visits  relative  to  longer  visits.  Moreover,  these 
values  do  not  reflect  differences  in  effort  (work  per  unit  of  time)  between  classes  of  visits 
(for  example,  or  between  a  new  and  an  established  patient  office  visit).  Since  physicians 
in  different  specialties  do  not  provide  the  same  mix  of  visits,  these  distortions  could  result 
in  inequitable  payment. 

Estimates  of  pre/post  time  for  surgical  global  services  may  also  need  to  be  revised.  The 
times  in  the  Hsiao  study  are  18  percent  higher,  on  average,  than  those  developed  through 
the  Commission's  surgical  global  service  project  (PPRC  1991b),  and  23  percent  higher  than 
those  estimated  in  the  study  of  thoracic  and  cardiovascular  surgery  conducted  by  Abt 
Associates  (Noether  and  others  1990). 

Practice  Expense 

The  Commission  continues  to  support  basing  the  practice  expense  component  of  the 
relative  value  scale  on  estimates  of  resources  rather  than  on  historical  charges  as  specified 
in  OBRA89.  It  has  developed  and  tested  the  feasibility  of  a  resource-based  method  and 
will  refine  it  based  on  additional  analysis  and  extensive  discussion  with  interested  parties. 
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The  method  tested  by  the  Commission  divides  practice  expenses  into  two  categories,  direct 
and  indirect,  as  does  common  accounting  practice.  Direct  costs  are  those  that  are  clearly 
identified  with  the  delivery  of  a  service,  such  as  the  time  a  nurse  spends  assisting  the 
physician  during  an  intermediate  office  visit  or  the  medical  supplies  used  in  setting  a 
fracture.  Indirect  costs,  such  as  rent,  utilities,  and  management  costs,  are  those  that 
cannot  be  traced  directly  to  any  particular  service.  Data  from  national  surveys  of 
physicians  have  been  used  to  split  practice  expenses  into  direct  and  indirect  shares. 

The  Commission  has  collected  data  on  direct  costs  from  three  multispecialty  clinics.  It  has 
analyzed  data  on  300  services  and  is  highly  encouraged  about  the  feasibility  of  obtaining 
accurate  estimates.  A  survey  of  smaller  practices  is  under  way  to  gather  additional  data 
on  rates  of  use  and  costs  of  medical  equipment. 

Indirect  costs  can  be  allocated  to  services  on  the  basis  of  resource  measures  such  as 
physician  work  or  physician  work  and  direct  costs.  This  contrasts  sharply  with  OBRA89, 
which  allocates  all  practice  expense  on  the  basis  of  historical  charge  levels. 

This  resource-based  method  suggests  application  of  site-of-service  differentials  to  more 
services.  When  a  service  is  provided  in  both  office  and  non-office  settings,  the  practice 
expense  component  for  the  office  setting  includes  both  the  direct  and  indirect  costs.  The 
practice  expense  component  for  the  non-office  setting  includes  only  indirect  costs  plus 
direct  billing  cost.  Under  the  assumption  that  indirect  costs  continue  when  the  physician 
is  practicing  outside  of  the  office,  the  indirect  costs  allocated  to  each  setting  are  the  same 
for  a  given  service. 

HCFA  has  recently  authorized  its  carriers  to  reduce  the  reasonable  charge  for  282  services 
by  40  percent  when  the  service  is  provided  outside  the  office  setting.  While  application 
of  additional  site-of-service  differentials  is  consistent  with  the  Commission's  approach,  use 
of  a  fixed-percentage  differential  ignores  the  variation  in  direct  cost  suggested  by  the 
Commission's  estimates.  The  HCFA  policy  risks  serious  distortions  in  relative  values  and 
consequent  limitations  of  access. 

Analysis  of  preliminary  data  suggests  that  the  resource-based  approach  to  practice  expense 
would  cause  substantial  differences  in  payments  for  certain  services  under  the  Medicare 
Fee  Schedule.  In  general,  EM  services  provided  in  the  office  would  have  higher  payments, 
while  surgery  and  technical  procedures  performed  in  non-office  settings  would  have  lower 
payments. 

The  Commission  will  issue  a  report  later  this  year  that  includes  a  more  detailed  discussion 
of  the  methodology  used,  the  data  collected,  and  simulations  of  changes  in  the  pattern  of 
Medicare  payment.  It  expects  the  report  to  stimulate  discussion  on  the  limitations  of  the 
OBRA89  method  and  on  refinement  and  elaboration  of  the  resource-based  approach. 
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Malpractice  Expense 


As  with  practice  expense,  the  OBRA89  method  of  calculating  the  malpractice  expense 
component  of  the  relative  value  scale  is  not  resource-based  and  has  several  deficiencies 
that  lead  the  Commission  to  call  for  its  revision.  Under  the  OBRA89  method,  which  is 
based  primarily  on  historical  charges,  payment  for  a  given  service  will  be  the  fraction  of 
the  1991  national  average  allowed  charge  that  corresponds  to  the  fraction  of  physician 
revenue  used  to  pay  for  liability  insurance. 

Since  the  same  malpractice  expense  fraction  is  used  for  every  service  provided  by 
physicians  in  a  given  specialty,  the  OBRA89  method  does  not  differentiate  among  services 
that  expose  physicians  to  different  levels  of  risk.  Moreover,  averaging  across  specialties 
will  result  in  systematic  underpayment  to  physicians  who  perform  high-risk  procedures. 
Finally,  the  method  uses  premium-to-revenue  ratios  based  on  survey  data  in  which 
sampling  error  may  distort  the  estimates  of  premiums  paid  by  each  specialty. 

The  Commission  supports  basing  the  malpractice  expense  component  of  the  relative  value 
scale  on  estimates  of  the  risk  of  service  (ROS).  It  has  developed  and  tested  the  feasibility 
of  such  a  method  and  will  refine  it  based  on  discussion  with  interested  parties. 

The  ROS  method  bases  payments  on  differences  in  the  service's  risk  and  the  overall 
premium  confronting  the  average  physician.  Consequently,  relatively  more  premium 
dollars  are  assigned  to  higher  risk  services  than  to  lower  risk  services.  Under  the  ROS 
method,  payments  would  be  determined  by  spreading  the  malpractice  premium  for  a 
standard  policy  over  services  in  proportion  to  physician  work.  This  proportion  would  be 
allowed  to  vary  with  the  risk  of  the  service.  The  relative  risk  measure  assigned  to  a  service 
would  come  from  data  on  premiums  by  risk  class.  The  malpractice  expense  payment  for 
an  office  visit,  for  example,  would  be  set  at  a  level  that  reflects  the  resource  costs  of 
malpractice  coverage  for  the  lowest  risk  class  of  physician  who  routinely  provides  office 
visits.  The  additional  premium  dollars  paid  by  physicians  in  higher  risk  classes  would  be 
spread  over  the  higher  risk  services  they  provide~the  same  services  that  place  these 
physicians  in  higher  risk  classes. 

Simulation  results  indicate  that  the  ROS  method  would  reduce  the  payment  distortions 
that  will  occur  under  the  OBRA89  method.  The  ROS  method  is  also  easier  to  update,  an 
important  advantage  since  malpractice  premiums  often  change  by  substantial  amounts. 

Geographic  Adjustment  Factors  and  Payment  Areas 

The  geographic  adjustment  to  the  Medicare  Fee  Schedule  will  be  comprised  of  three 
components:  one  for  physician  work,  another  for  practice  expenses,  and  a  third  for 
malpractice  expense.  The  three  will  be  combined  with  distinct  weights  for  each  service, 
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so  that  the  total  payment  to  physicians  will  essentially  reflect  a  case-mix  adjusted 
geographic  adjustment  factor  (GAF). 

The  Commission  has  reviewed  the  measures  described  by  HCFA  in  the  Model  Fee 
Schedule  (Federal  Register  1990)  for  the  various  elements  of  the  GAF  and  finds  them  to 
be  appropriate.  Much  of  the  Commission's  analysis  focused  on  whether  the  GAF 
understates  the  prices  of  inputs  (for  example,  employees,  supplies,  and  office  space)  faced 
by  rural  physicians;  it  found  no  evidence  for  such  a  bias.  A  1988  survey  of  nurses'  wages 
showed  an  urban/rural  relationship  similar  to  that  in  the  1980  Census  data  used  in  the 
GAF.  The  Commission  could  not  find  any  indexes  of  commercial  rents  covering  both  rural 
and  urban  areas,  so  it  was  unable  to  validate  the  apartment  rental  cost  index  from  the 
Department  of  Housing  and  Urban  Development  (HUD)  used  in  the  GAF.  In  urban 
areas,  the  HUD  index  tracked  well  with  two  commercial  rent  surveys  and  a  cost-of- 
construction  index.  The  Commission  recommends  that  the  Congress  direct  an  appropriate 
federal  agency  to  collect  data  on  commercial  rents  and  develop  a  national  index  suitable 
for  use  in  the  GAF.  HCFA's  plans  to  refine  and  update  the  malpractice  expense 
component  are  likely  to  make  this  sensitive  element  of  the  GAF  far  more  accurate. 

The  choice  of  payment  area  boundaries  reflects  trade-offs  among  accurate  tracking  of 
input  price  variation,  minimization  of  fee  differences  at  boundaries,  and  administrative  and 
conceptual  simplicity.  Using  these  criteria,  the  current  payment  localities  were  judged 
inferior  to  several  alternatives.  The  Commission  recommends  replacing  the  current 
payment  localities  with  statewide  areas  in  all  states  except  the  15  with  the  highest  degree 
of  within-state  variation  in  input  prices.2  In  each  of  these  15  states,  up  to  five  payment 
areas  would  be  created  by  metropolitan  statistical  area  (MSA)  categories:  more  than  3 
million;  1  to  3  million;  250,000  to  1  million;  fewer  than  250,000;  and  nonmetropolitan.3 
This  recommendation  would  result  in  94  payment  areas  in  the  continental  United  States, 
34  of  which  are  statewide,  compared  with  237  under  the  current  locality  configuration,  14 
of  which  are  statewide. 

This  configuration  captures  about  90  percent  of  price  variation,  as  measured  by  a  county- 
level  GAF.  While  this  is  comparable  to  the  performance  of  the  current  locality 
configuration,  it  achieves  this  degree  of  tracking  of  price  variation  with  far  fewer 
boundaries.  Large  payment  differentials  at  state  borders  are  avoided  by  allowing  some 
intrastate  variation  in  states  with  the  highest  price  variation.  Moreover,  unlike  the  current 
locality  boundaries,  the  recommended  area  definition  does  not  divide  counties.  This  and 
the  smaller  number  of  areas  substantially  ease  the  problems  of  developing  accurate  data 


All  current  statewide  localities  would  be  maintained  as  such. 

The  29  MSAs  that  cross  state  borders  will  be  considered  to  fall  entirely  within  the  state  that  includes  the 
largest  percentage  of  the  MSA's  total  population. 
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to  measure  the  GAF.  It  is  also  simpler  than  localities,  since  it  is  based  on  familiar 
geographic  units. 

Fee  Schedule  Conversion  Factor 

The  fee  schedule  conversion  factor  will  be  calculated  so  that  projected  outlays  under 
payment  reform  in  1992  match  outlays  that  would  have  occurred  under  the  existing  system. 
One  of  the  more  difficult  aspects  of  this  task  is  projecting  the  responses  of  physicians  and 
beneficiaries  to  changes  in  fees.  If  the  net  change  in  behavior  increases  the  volume  of 
services,  budget  neutrality  requires  that  this  be  offset  through  a  lower  conversion  factor. 

Besides  reviewing  the  research  literature  on  the  effect  of  price  changes  on  volume  (often 
referred  to  as  the  behavioral  offset),  the  Commission  has  conducted  its  own  research  on 
the  impact  of  the  reductions  in  overvalued  procedures  made  under  OBRA87.  It  has 
concluded  that  in  the  short  run,  volume  changes  partially  offset  moderate  price  cuts.  But 
there  is  enormous  uncertainty  in  extrapolating  from  these  results  to  an  estimate  of  the 
overall  impact  on  volume  of  the  implementation  of  the  Medicare  Fee  Schedule.  First,  the 
price  reductions  anticipated  under  the  fee  schedule  are  generally  larger  than  those 
previously  studied  and  will  come  after  years  of  previous  reductions  in  fees.  Second,  prices 
will  increase  for  substantial  numbers  of  services.  With  one  exception,  the  effects  of  price 
increases  on  volume  of  services  have  not  been  studied.  Third,  volume  of  services  may  be 
affected  by  changes  in  physicians'  decisions  to  accept  assignment,  but  these  are  extremely 
difficult  to  project. 

What  is  fortunate,  in  light  of  this  uncertainty,  is  that  the  Volume  Performance  Standard 
mechanism  provides  an  opportunity  to  correct  errors  in  projecting  the  behavioral  offset. 
Thus,  if  the  offset  turns  out  to  be  larger  than  projected,  the  VPS  mechanism  will  reduce 
updates  in  the  future.  On  the  other  hand,  if  the  offset  is  smaller  than  projected,  the 
mechanism  will  compensate  by  increasing  future  updates.  This  mechanism  is  not  perfect. 
It  has  an  average  lag  of  21  months,  and  the  default  formulas  do  not  allow  for  full 
adjustments  for  large  volume  increases.  But  its  presence  transforms  the  decision  into  one 
of  whether  physicians  or  the  Medicare  program  should  bear  the  short-term  consequences 
of  errors  in  this  difficult  projection.  In  light  of  the  available  evidence,  the  tremendous 
uncertainty  about  the  magnitude  of  the  volume  response  to  new  Medicare  payments,  and 
the  ability  of  the  VPS  mechanism  to  correct  errors,  the  Commission  recommends  a  modest 
1  percent  reduction  in  1992  fee  levels  to  reflect  induced  changes  in  volume.4 


OBRA89  specifies  that  budget  neutrality  be  achieved  through  a  reduction  in  the  conversion  factor.  But 
since  many  1992  fees  will  be  based  on  a  blend  of  historical  charges  and  the  fee  schedule,  a  reduction  in  the 
conversion  factor  much  larger  than  1  percent  would  be  needed  to  achieve  a  1  percent  reduction  in  fee  levels. 
Simulations  suggest  that  a  3  percent  reduction  in  the  conversion  factor  is  necessary  to  reduce  fee  levels  by  1 
percent. 
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The  asymmetry  of  the  five-year  transition  to  payment  under  the  fee  schedule  will  have  a 
substantial  effect  on  conversion  factors  in  1993  and  later  years.  Services  scheduled  to 
increase  under  the  fee  schedule  will  move  toward  their  final  relative  values  more  rapidly 
than  services  scheduled  to  decrease.  Since  OBRA89  specifies  budget  neutrality  for  1992, 
the  payment  rates  for  that  year  must  be  reduced  by  about  2  percent  to  offset  this 
asymmetry.  But  the  law  specified  that  this  adjustment  be  accomplished  entirely  through 
modifying  the  conversion  factor.  Thus  to  reduce  payment  in  1992  by  2  percent,  the 
conversion  factor  must  be  reduced  by  6  percent.  But  in  later  years,  when  the  asymmetry 
reverses,  the  reduction  in  the  conversion  factor  is  not  reversed.  As  a  result  by  1996,  the 
conversion  factor  will  be  substantially  lower  than  it  would  have  been  if  the  fee  schedule 
had  been  implemented  in  one  step.  The  difference  will  be  6  percent  if  no  behavioral  offset 
is  assumed,  but  will  be  9  percent  with  a  1  percent  behavioral  offset  or  15  percent  with  a 
3  percent  behavioral  offset.  These  effects  may  be  much  larger  than  had  been 
contemplated  when  OBRA89  was  drafted. 

These  fee  reductions  are  of  particular  concern  because  they  come  on  top  of  past  budget 
cuts.  When  budget-neutrality  calculations  are  made  for  1992,  reductions  in  fees  from 
OBRA87,  OBRA89,  and  OBRA90  will  result  in  a  lower  conversion  factor.  Starting  with 
1988  as  a  base,  these  provisions  have  had  the  effect  of  reducing  fees  by  15  percent  in  real 
(inflation-adjusted)  terms.5  Thus,  with  an  increase  in  relative  payments  for  EM  services 
of  29  percent,  physicians  will  find  that  fee  levels  for  those  services  will  have  increased  by 
only  10  percent  in  real  terms  since  1988.6  While  the  payment  reform  will  accomplish  a 
substantial  change  in  relative  payment  between  EM  and  other  services,  some  of  the 
expectations  of  substantial  absolute  increases  in  payments  for  EM  services  will  not  be  met. 

Ensuring  Beneficiary  Financial  Protection  and  Access  to  Care 

Concerns  about  the  impact  of  policy  changes  on  beneficiaries'  financial  liability  and  access 
to  medical  care  are  an  integral  part  of  the  Commission's  work.  Three  provisions  of 
OBRA89,  recommended  by  the  Commission  in  previous  reports,  are  expected  to  increase 
financial  protection  for  Medicare  beneficiaries.  These  include  limits  on  balance  billing, 
required  assignment  of  services  to  beneficiaries  whose  cost  sharing  amounts  are  paid  by 


This  analysis  reflects  fee  changes  from  OBRA87  that  took  effect  in  1989  and  all  fee  changes  from  OBRA89 
and  OBRA90  that  will  affect  the  conversion  factor.  The  last  includes  the  0.4  percent  reduction  in  the  1992  update 
and  the  provision  on  payment  for  electrocardiograms  (see  Chapter  13).  It  does  not  reflect  the  forthcoming 
decision  on  the  1992  update  to  be  made  as  part  of  the  VPS  process.  This  reduction  is  roughly  equivalent  to  the 
rate  of  inflation  as  measured  by  the  Medicare  Economic  Index.  Thus,  in  nominal  terms,  fee  levels  in  1992  will 
be  similar  to  what  they  were  in  1988. 

6  The  29  percent  relative  increase  for  EM  services  comes  from  the  Commission's  simulations  of  Phase  I  of 
the  Hsiao  study.  The  final  figures  will  reflect  Phase  II,  Phase  III,  and  efforts  by  the  Commission  and  others  to 
refine  relative  work  values. 
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Medicaid,  and  physician  submission  of  all  claims.  When  the  balance  billing  limits  are  fully 
phased  in,  balance  billing  will  have  been  reduced  by  75  percent.  Overall,  cost  sharing  at 
the  point  of  service  will  decrease  by  28  percent.  New  laws  in  Rhode  Island,  Pennsylvania, 
and  New  York  provide  an  additional  measure  of  protection  to  beneficiaries  in  those  states. 

While  payment  reform  holds  great  promise  for  improving  access,  the  Commission 
maintains  that  substantial  efforts  to  monitor  the  impact  of  changes  on  beneficiary  liability 
and  access  are  essential.  It  recently  established  a  panel  on  access  comprised  of  physicians, 
beneficiaries,  and  academic  experts.  It  plans  to  draw  on  this  panel's  advice  in  developing 
recommendations  on  monitoring  strategies  and  in  commenting  on  HCFA's  analyses  of  the 
effects  of  payment  reform  on  utilization  and  access.  The  Commission  considers  the 
Current  Beneficiary  Survey  to  be  critical  to  understanding  the  effects  of  reform  on  access. 
It  urges  that  the  survey  receive  sufficient  support  to  fulfill  its  role. 

Financial  protection  of  beneficiaries  also  depends  on  how  well  they  understand  the 
Medicare  program  and  can  detect  inappropriate  billing  practices.  The  Explanation  of 
Medicare  Benefits  (EOMB)  form  and  limitation  of  liability  agreements  are  two  important 
sources  of  information  for  beneficiaries.  HCFA  is  redesigning  the  EOMB  to  make  it  more 
understandable.  The  Commission  reiterates  its  1990  recommendations  that  the  maximum 
charge  for  the  total  claim  should  be  calculated  on  the  EOMB  form  and  that  beneficiaries 
should  be  informed  that  they  are  not  liable  for  any  amount  above  this  charge  limit.  The 
Commission  also  recommends  that  all  Medicare  carriers  use  a  standardized  EOMB  form. 

HCFA  has  established  clear  policy  regarding  the  content  and  use  of  limitation  of  liability 
agreements.  HCFA  and  organizations  representing  physicians  and  beneficiaries  must 
nevertheless  make  further  efforts  to  ensure  that  all  carriers  are  aware  of  the  regulatory 
requirements  and  that  physicians  and  beneficiaries  are  informed  about  their  rights  and 
responsibilities  under  the  law. 

MEDICARE  FEE  SCHEDULE:  SPECIFIC  ASPECTS 

The  report  also  considers  a  number  of  specific  aspects  of  the  fee  schedule.  These  include 
coding  for  EM  services,  payment  issues  related  to  podiatrists  and  optometrists,  anesthesia, 
and  electrocardiograms  (EKGs).  Findings  and  recommendations  from  two  studies 
mandated  by  OBRA89--assistants-at-surgery  and  nonphysician  practitioners-are  also 
presented. 

Coding  for  Evaluation  and  Management  Services 

The  Commission  has  proposed  a  coding  system  for  visits  that  can  be  used  in  a  resource- 
based  fee  schedule.  This  system  closely  follows  recommendations  of  a  consensus  panel 
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convened  jointly  by  the  Commission  and  the  American  Medical  Association.  The 
Commission  made  some  refinements  in  the  panel's  proposals  to  address  concerns  raised 
by  specialty  societies,  the  Current  Procedural  Terminology  (CPT)  Editorial  Panel,  and 
HCFA  staff.  The  CPT  Editorial  Panel  has  also  developed  a  coding  system  based  on  the 
consensus  panel's  proposals.  It  made  more  substantial  changes,  however,  especially  in  the 
definitions  of  levels  of  service. 

Under  the  Commission's  system,  separate  classes  of  codes  are  used  to  distinguish  12  types 
of  visits  that  differ  by  effort  or  practice  expense.  Visits  within  each  class  are  differentiated 
by  a  uniform  set  of  five  levels  of  service  defined  on  the  basis  of  content  and  typical 
physician  encounter  time.  Each  level  of  service  describes  the  complexity  of  medical 
decisionmaking  and  the  extent  of  services  involved  in  visits  that  typically  take  physicians 
a  certain  amount  of  time  to  provide.  The  system  also  incorporates  a  modifier  to  adjust 
payment  for  visits  with  patients  with  communication  barriers,  disabling  cognitive  or 
physical  impairments,  or  an  unusual  need  for  counseling  or  coordination  of  care. 

The  new  coding  system  would  permit  assignment  of  relative  values  that  accurately  reflect 
the  resource  costs  of  visits.  A  total  work  value  would  be  assigned  to  each  code  using  the 
typical  encounter  time  in  the  level  of  service  and  the  relationship  between  total  work  and 
encounter  time  for  that  class  of  visit.  Payment  per  level  of  service  would  vary  across 
classes,  reflecting  differences  in  effort  and  practice  expense. 

The  system  would  also  help  ensure  equitable  payment  for  different  types  of  physicians  in 
a  fee  schedule  without  specialty  differentials.  Since  the  classes  and  levels  of  service  in  the 
new  coding  system  recognize  a  broad  spectrum  of  visits,  physicians  in  each  specialty  would 
be  able  to  choose  codes  that  accurately  reflect  the  EM  services  they  provide. 

The  incorporation  of  time  in  the  codes  would  provide  payers  with  a  more  accurate  and  less 
intrusive  means  for  screening  EM  claims.  Time  data  from  surveys  could  be  used  to  predict 
the  mix  of  visit  codes  each  specialty  would  be  expected  to  use  for  billing.  Payers  could 
then  screen  each  physician's  EM  claims  by  comparing  them  with  the  profile  for  his  or  her 
specialty. 

The  success  of  the  new  coding  system  depends  upon  having  levels  of  service  that  are 
clearly  defined  and  easy  for  physicians  to  use.  The  conter*  descriptors  also  need  to 
correlate  well  with  time  and  be  congruent  with  the  typical  time  in  each  level  of  service. 
The  CPT  Editorial  Panel  is  currently  pilot-testing  a  coding  system  in  which  the  number, 
content  descriptors,  and  times  in  the  levels  of  service  differ  for  each  class  of  visit.  The 
Commission  is  concerned  that  this  system  might  introduce  unnecessary  complexity  and 
could  compromise  the  goals  of  coding  reform.  The  Commission  hopes  that  the  pilot  test 
results  in  refinements  that  meet  the  needs  of  a  resource-based  payment  system. 


10 


Payment  to  Podiatrists  and  Optometrists 


Podiatrists  and  optometrists  should  be  paid  under  the  Medicare  Fee  Schedule  using  the 
same  relative  values  and  conversion  factors  as  applied  to  doctors  of  medicine  and 
osteopathy.  Current  Medicare  policy  makes  no  distinction  in  implementing  payment.  The 
Commission  found  no  evidence  on  the  comparability  of  services  billed  under  a  procedure 
code  by  different  practitioners.  Without  such  information,  it  sees  little  basis  for 
recommending  a  change  in  policy.  The  Commission  does,  however,  have  reservations 
about  Medicare's  use  of  the  term  "physician"  to  describe  health  professionals  whose  scope 
of  practice  is  more  narrowly  defined  than  that  of  doctors  of  medicine  or  osteopathy.  The 
term  "limited  license  practitioner"  better  reflects  their  more  narrowly  defined  scope  of 
practice. 

The  Commission  is  also  concerned  about  poor  communication  between  organizations 
representing  these  practitioners  and  medical  specialty  societies  and  is  hopeful  that  these 
channels  can  be  improved.  The  success  of  payment  reform  depends  on  the  willingness  of 
practitioners  and  organizations  representing  them  to  work  cooperatively  on  issues  of 
mutual  interest. 

Paying  Nonphysician  Practitioners  Under  the  Medicare  Fee  Schedule 

OBRA89  mandated  a  study  of  several  issues  related  to  Medicare  payment  to  nonphysician 
practitioners  who  are  permitted  to  bill  Medicare  Part  B  for  their  services.  These  include 
the  impact  of  payment  reform  on  NPPs,  the  proper  level  of  payment,  and  whether  NPP 
payments  should  be  included  in  the  VPS  process. 

Payment  for  most  NPP  services  is  limited  to  a  percentage  of  what  physicians  are  paid  for 
the  service.  Since  NPP  services  are  disproportionately  evaluation  and  management,  in 
general,  their  payments  will  increase  under  payment  reform. 

The  Commission's  study  of  NPPs  included  an  extensive  review  of  the  literature  on  the 
comparability  of  services  provided  by  NPPs  and  physicians;  meetings  with  organizations 
representing  NPPs  to  learn  about  their  training,  education,  and  scope  of  services;  and 
analysis  of  testimony  received  from  interested  parties.  While  the  Commission  recognizes 
the  important  role  of  NPPs  in  providing  care  to  beneficiaries,  it  finds  no  basis  for  changing 
the  present  policy  of  differential  payment.  The  differentials  should,  however,  be  based  on 
estimates  of  differences  in  the  resource  costs  required  to  provide  the  service-work, 
practice  expense,  and  malpractice  expense.  Separate  differentials  should  be  calculated  for 
each  category  of  NPP. 

For  the  work  component,  the  differential  should  reflect  differences  in  investments  in 
human  capital:  tuition  expense  and  foregone  earnings.  As  a  rough  example  of  these 
calculations,  the  work  component  for  physician  assistants  (PAs)  would  be  valued  at  87  or 
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75  percent  of  the  physician  level,  depending,  respectively,  on  whether  the  high  rates  of 
return  that  physicians  receive  on  their  training  are  applied  to  NPP  training  as  well  or 
whether  rates  of  return  that  other  professionals  with  postgraduate  training  receive  are 
applied.7 

No  differential  is  proposed  for  practice  expense  since  it  is  assumed  that  NPPs  and 
physicians  face  similar  rent,  supply,  and  personnel  costs  when  providing  a  given  service. 
The  differential  for  the  malpractice  component  should  reflect  premium  differences. 
Combining  the  three  components  of  the  relative  value  scale  using  the  rough  calculations 
for  PAs,  the  overall  payment  would  be  90  or  84  percent  of  the  physician  payment. 

The  Commission  believes  that  this  methodology  can  be  used  to  set  fair  payments  to  clinical 
psychologists  (CPs)  as  well.  Since  CPs  have  much  more  education  and  training  than  other 
categories  of  NPPs,  the  resource-based  methodolgy  outlined  above  would  result  in 
payments  close  to  or  even  the  same  as  those  for  physicians. 

The  Commission  recommends  higher  payment  for  NPPs  in  areas  where  access  to  care  is 
a  particular  problem.  NPPs  practicing  in  Health  Professional  Shortage  Areas  should 
receive  the  same  percentage  bonus  to  their  payment  as  that  received  by  physicians 
practicing  in  those  areas. 

All  services  provided  by  NPPs  should  be  identified  as  such  on  claims  forms,  specifying  the 
NPP  professional  involved.  Modifiers  to  CPT  codes  should  be  used  to  achieve  this.  This 
would  facilitate  reform  in  administering  the  "incident  to"  provision  that  allows  payment  at 
the  physician  level  for  services  provided  by  NPPs  incidental  to  a  physician's  professional 
service.  When  physicans  bill  for  evaluation  and  management  services  provided  by  NPP 
employees,  these  services  should  be  paid  at  the  NPP  level,  rather  than  at  the  physician 
level.  Expenditures  for  NPPs  should  be  included  in  the  VPS,  and  fees  for  NPP  services 
should  be  updated  through  the  VPS  process. 

Anesthesia  Payment  Issues:  Use  of  Time  Units  and  Payment  to  the  Anesthesia  Care  Team 

The  Commission  has  addressed  two  issues  related  to  payment  for  anesthesia  services:  use 
of  anesthesia  time  units  and  payment  to  the  anesthesia  care  team,  comprised  of  an 
anesthesiologist  and  two  or  more  certified  registered  nurse  anesthetists  (CRNAs). 

Traditionally,  anesthesia  services  have  been  paid  on  the  basis  of  relative  value  guides  that 
include  both  base  and  actual  time  units.  HCFA  is  concerned  both  that  start  and  end  times 


Recent  developments  such  as  Medicare  budget  cuts  could  lead  to  decreases  in  rates  of  return.  This  would 
increase  the  latter  number. 
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for  anesthesia  services  are  difficult  to  determine  and  that  payment  for  actual  time  is 
inconsistent  with  the  way  Medicare  pays  other  physicians. 

After  considering  two  alternatives,  the  Commission  recommends  continuing  the  use  of 
actual  time.  It  rejected  paying  on  the  basis  of  median  time  or  on  the  basis  of  the  sum  of 
actual  surgical  time  and  median  pre/post  time.  Within  a  given  anesthesia  CPT  code,  time 
varies  greatly,  depending  on  the  difficulty  of  the  surgical  procedure,  patient  needs,  and  the 
surgeon's  speed.  Use  of  median  time,  therefore,  would  be  inequitable  to  many 
anesthesiologists.  In  addition,  the  latter  alternative  would  require  data  that  are  not 
available.  Development  of  a  better  operational  definition  of  anesthesia  time  and  more 
rigorous  procedures  to  validate  time  would  best  address  criticisms  of  current  policy. 

Medicare  pays  more  per  case  for  services  provided  by  the  anesthesia  care  team  than  for 
those  provided  by  an  anesthesiologist  or  a  CRNA  working  alone.  This  differential  will  be 
magnified  with  the  phase-in  of  the  OBRA90  provision  that  raises  payment  to  CRNAs. 

The  Commission  sees  no  basis  for  paying  more  per  case  simply  because  a  different  mix 
of  practitioners  provides  the  service.  Research  has  shown  that  triage  and  assignment  of 
anesthesia  providers  do  not  occur  on  a  case-by-case  basis.  Rather,  decisions  to  use  either 
the  team  or  the  solo  approach  follow  regional  patterns  reflecting  practice  style  preferences 
among  hospitals  and  practitioners.  The  Commission  recommends  that  the  total  fee  for  the 
services  of  an  anesthesia  care  team  not  exceed  the  payment  made  to  the  solo 
anesthesiologist  for  the  same  service. 

Medicare  should  specify  the  proportion  of  the  team  payment  that  goes  to  the 
anesthesiologist  and  to  the  CRNA.  These  proportions  should  provide  adequate  incentives 
for  both  the  anesthesiologist  and  the  CRNA  to  practice  in  a  team.  The  CRNA  payment 
levels  specified  in  OBRA90  would  be  inappropriate  under  this  policy.  If  they  are 
maintained,  the  reduction  in  payment  for  the  anesthesia  care  team  would  lead  to 
anesthesiologists  earning  less  per  hour  when  supervising  CRNAs  than  when  practicing 
alone. 

The  Commission  also  recommends  that  anesthesiologists  who  supervise  either  two 
residents  or  one  resident  and  a  CRNA  should  be  paid  on  the  same  basis  as  when  they 
supervise  two  CRNAs.  This  policy  would  treat  anesthesiologists  similarly  to  other  teaching 
physicians  and  render  teaching  anesthesiologists  financially  indifferent  to  the  types  of 
practitioner  they  supervise. 

Payment  to  Assistants-at-Surgery 

Wide  variations  in  utilization  of  assistants  for  some  surgical  procedures  indicate  that  their 
use  is  often  discretionary  and  that  Medicare  may  be  paying  for  medically  unnecessary 
services.     To  reduce  inappropriate  use  of  assistants-at-surgery,  the  Commission 
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recommends  profiling  in  conjunction  with  educational  feedback.  If  focused  on  those 
procedures  for  which  use  of  an  assistant  is  most  variable,  such  a  program  could  potentially 
change  physician  behavior  and  avoid  cumbersome  administrative  processes  like  those 
associated  with  prior  authorization.  Specialty  societies  could  assist  Peer  Review 
Organizations  or  carriers  in  developing  and  implementing  the  educational  feedback 
process.  Those  physicians  who,  after  sufficient  notice,  continue  to  use  assistants 
inappropriately  should  be  subject  to  medical  audits. 

Under  OBRA90,  the  Medicare  payment  to  physicians  who  serve  as  assistants-at-surgery 
was  reduced  from  the  traditional  20  percent  of  the  principal  surgeon's  payment  to  16 
percent.  Results  from  Phase  II  of  the  Hsiao  study,  however,  suggest  that  the  16  percent 
rate  is  lower  than  estimates  of  the  resource  costs.  When  combined  with  the  recent  and 
anticipated  reductions  in  payments  for  surgical  procedures,  the  16  percent  rule  may  make 
it  difficult  for  surgeons  to  recruit  assistants. 

The  Commission  recommends  that  payments  to  assistants-at-surgery  should  be  based  on 
resource  costs.  Until  resource-based  relative  values  are  developed  for  more  procedures, 
it  would  be  appropriate  to  return  payments  to  assistants-at-surgery  for  all  procedures  to 
20  percent  of  the  surgical  payment  under  the  Medicare  Fee  Schedule. 

Payment  for  Electrocardiograms 

The  Commission  supports  the  congressional  goal  of  ensuring  that  the  price  and  utilization 
of  EKGs  are  appropriate.  OBRA90  addressed  these  problems  by  limiting  payment  for 
EKGs  as  a  separate  service.  This  approach  should  be  made  more  consistent  with  the 
principles  of  a  resource-based  fee  schedule. 

Some  interpret  the  OBRA90  provision  as  mandating  the  bundling  of  EKG  interpretation 
with  payment  for  visits.  This  would  be  inequitable  unless  visit  payment  varied  by  diagnosis 
or  other  factors.  The  Commission  plans  to  examine  alternative  methods  of  bundling  EKG, 
laboratory,  and  procedural  services  with  visits  to  determine  whether  a  satisfactory  method 
can  be  derived. 

While  methods  for  bundling  are  being  developed  and  assessed,  the  Congress  should 
modify  the  OBRA90  provision  and  pay  for  EKGs  separately  from  visits  at  the  final 
resource-based  price  for  both  the  professional  and  technical  components.  To  avoid 
reducing  payments  for  other  services  by  paying  for  all  EKGs  (albeit  at  a  lower  price),  the 
transition  to  final  fee  schedule  values  should  be  accelerated  for  procedures  surveyed  for 
the  first  time  in  Phase  II  of  the  Hsiao  study  that  are  considerably  overvalued. 

To  address  overutilization  of  EKGs,  Medicare  should  foster  development  of  practice 
guidelines  for  the  test.  It  also  should  profile  physicians'  practice  patterns  and  provide 
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educational  feedback.  Those  physicians  who  continue  to  provide  the  services  at  rates 
substantially  in  excess  of  the  norm  should  be  subject  to  medical  audit. 

BEYOND  THE  MEDICARE  PROGRAM 

The  report  considers  a  number  of  topics  reflecting  its  expanded  mandate  under  OBRA90. 
These  include  the  impact  of  the  fee  schedule  on  private  payers,  physician  payment  under 
Medicaid,  rural  health  delivery  systems,  medical  malpractice  reform,  and  profiling 
physicians'  practice  patterns. 

Private  Payers  and  the  Medicare  Fee  Schedule 

Private  payers  have  expressed  interest  in  revising  their  methods  of  physician  payment. 
Many  support  the  objectives  of  Medicare  payment  reform  but  have  yet  to  determine  the 
extent  to  which  physician  markets  will  permit  changes  in  relative  values.  Although  few 
plan  to  adopt  the  Medicare  Fee  Schedule  in  total,  many  are  contemplating  at  least 
marginal  changes  in  relative  values  to  reflect  the  direction  of  Medicare  changes. 

Private  payers  face  limits  to  the  magnitude  of  changes  they  can  institute.  Insurers  offering 
indemnity  policies  are  concerned  that  balance  billing  for  technical  procedures  will  increase. 
Payers  that  contract  with  physicians  are  concerned  about  whether  specialists  whose  fees 
would  fall  would  agree  to  participate  in  sufficent  numbers.  All  are  concerned  about  the 
risks  of  being  in  the  vanguard. 

More  extensive  or  more  rapid  changes  by  private  payers  would  require  public  regulation 
of  their  payment  policies.  Under  an  all-payer  system,  the  Medicare  relative  value  scale 
could  be  used  by  each  of  the  payers.  A  public  body  would  determine  payment  rates  for 
the  various  physician  services.  While  the  conversion  factors  used  by  different  payers  need 
not  be  the  same,  the  entity  that  determines  rates  would  have  a  deliberate  policy  concerning 
how  they  would  differ.  Conversion  factors  could  be  updated  through  volume  performance 
standards  or  a  similar  mechanism.  Balance  billing  would  be  limited,  but  again,  the  limits 
could  differ  by  class  of  payer.8  The  entity  making  these  decisions  would  balance  the 
interests  of  physicians,  private  payers,  public  payers,  and  patients. 

Adoption  of  an  all-payer  system  would  be  compatible  with  competitive  initiatives  that  many 
private  payers  are  already  pursuing  to  contain  costs.  Health  plans  could  be  restricted  from 


For  example,  balance  billing  could  continue  to  be  prohibited  for  Medicaid  patients  and  could  be  larger  for 
privately  insured  patients  than  for  Medicare  patients. 
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competing  through  discounts  from  providers.  Competition  on  the  basis  of  success  in 
controlling  inappropriate  utilization,  however,  would  not  be  affected. 

Physician  Payment  Under  Medicaid:  Current  Patterns 

As  part  of  its  congressionally  mandated  study  on  Medicaid  physician  payment,  the 
Commission  contracted  with  the  National  Governors'  Association  to  survey  state  Medicaid 
programs.  The  survey  collected  data  on  the  physician  payment  methodologies  used,  the 
frequency  of  payment  updates,  and  problems  related  to  physician  participation.  It  also 
gathered  data  on  fee  levels  for  23  services  commonly  used  by  Medicaid  beneficiaries. 

Most  states  use  either  fee  schedules  or  reasonable  charges  to  determine  physician 
payments,  with  fee  schedules  having  become  the  dominant  method  over  time.  Although 
35  states  reported  increasing  physician  fees  within  the  past  two  years,  only  21  have 
increased  fees  for  all  services.  Some  states  have  increased  fees  only  for  maternity  and 
pediatric  services. 

Most  states  report  problems  with  physician  participation  by  both  geographic  area  and 
specialty.  Low  fees  were  cited  as  the  most  common  factor  in  discouraging  participation. 
In  addition  to  raising  fees,  states  have  taken  a  number  of  steps  to  address  this  problem. 
These  include  electronic  claims  submission,  toll-free  "hot  lines,"  simplified  billing,  and 
expanded  public  relations  efforts  to  recruit  and  retain  physicians. 

Data  on  fees  show  wide  variation  across  states.  This  may  reflect  differences  in  physician 
service  markets  as  well  as  deliberate  policy  decisions  made  by  states.  Such  decisions  often 
reflect  trade-offs  between  payment  levels,  the  number  of  optional  services  covered,  and 
breadth  of  eligibility. 

The  data  also  confirm  earlier  analyses  indicating  that  Medicaid  programs  pay  physicians 
considerably  less  than  private  payers  and  Medicare.  Nationally,  Medicaid  fees  are  69 
percent  of  Medicare  prevailing  charges,  but  this  ratio  varies  considerably  across  states. 

Physician  Payment  Under  Medicaid:  Options  for  Reform 

The  Commission  is  considering  a  number  of  options  for  reforming  Medicaid  physician 
payment.  Several  involve  altering  payment  rates  to  physicians.  Others  encourage 
alternative  delivery  mechanisms  or  change  the  administrative  structure  of  the  Medicaid 
program.  The  options  described  by  this  report  will  inform  recommendations  to  be  made 
by  the  Commission  later  this  year.  They  will  be  submitted  to  the  Congress  by  July  1,  1991. 

Fee  Options.  The  first  fee  option  would  raise  payments  to  Medicare  levels  or  some 
percentage  of  them,  changing  relative  values  and  increasing  total  physician  expenditures 
in  most  states.    A  general  fee  increase  to  the  Medicare  Fee  Schedule  would  boost 
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expenditures  for  physician  services  by  36  percent,  assuming  no  induced  changes  in  the 
volume  and  setting  of  services. 

Other  fee  options  would  raise  fees  for  selected  services,  geographic  areas,  or  physicians. 
For  example,  fees  could  be  increased  for  obstetric  and  pediatric  services.  Fee  increases 
could  be  targeted  to  areas  where  Medicaid  beneficiaries  have  difficulty  finding  care 
because  of  low  physician  participation.  Physicians  who  accept  additional  responsibilities 
for  certain  patients  (such  as  managing  referrals,  hospital  admissions,  and  ancillary  services) 
could  also  receive  higher  fees. 

In  general,  raising  fees  alone  may  not  solve  access  problems  because  physician  supply  in 
some  areas,  particularly  the  inner  city  and  rural  areas,  is  insufficient.  Other  factors  may 
continue  to  discourage  physicians  from  practicing  in  these  areas  regardless  of  fee  increases. 

Non-Fee  Options.  An  alternative  to  increasing  fees  is  increasing  funding  for  other 
providers  of  care.  Institutional  providers,  such  as  hospital  outpatient  departments  and 
community  health  centers,  provide  a  significant  amount  of  care  to  Medicaid  beneficiaries. 
It  may  be  possible  to  build  on  these  sources  by  creating  incentives  for  hospitals  to  establish 
appropriate  primary  care  settings,  increasing  grants  to  operate  community  health  centers, 
and  expanding  the  National  Health  Service  Corps  (NHSC).  Access  to  care  could  also  be 
improved  if  beneficiaries  who  currently  have  no  usual  source  of  care  were  enrolled  in 
HMOs.  In  areas  where  HMO  penetration  is  high,  incentives  could  be  developed  to 
encourage  HMOs  to  accept  contracts  with  Medicaid. 

Administrative  reforms  could  improve  physicians'  willingness  to  deal  with  the  Medicaid 
program.  Less  cumbersome  claims  processing  may  increase  participation,  for  instance. 
Concerns  about  malpractice  also  appear  to  affect  Medicaid  physician  participation.  States 
have  experimented  with  various  solutions,  including  indemnifying  certain  physicians, 
subsidizing  malpractice  premiums,  and  limiting  liability  for  certain  adverse  outcomes. 
There  is  little  information  about  how  these  non-fee  approaches  affect  physician 
participation. 

Mechanisms  for  Reform.  The  federal  government  could  either  mandate  changes  in 
physician  payment  or  provide  incentives  for  states  to  make  reforms.  Clear  directives  like 
general  fee  increases  can  be  effectively  implemented  through  mandates,  while  more 
targeted  policies  requiring  greater  flexibility  in  implementation  lend  themselves  better  to 
incentives.  Experience  has  shown  that  without  mandates,  state  responses  will  be  variable. 
Mandating  reform  is  likely  to  encounter  strong  state  opposition,  however. 

Financing  could  be  accomplished  through  a  variety  of  mechanisms.  Changing  the  matching 
grant  formula  would  be  most  appropriate  for  fee  options.  The  federal  match  for  physician 
services  could  be  set  at  a  higher  rate  than  for  other  services.  An  alternative  approach 
would  be  to  allow  states  to  "buy  in"  to  Medicare  Part  B  coverage  for  Medicaid  recipients. 
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Project  grants  could  also  be  used  to  encourage  the  expansion  of  alternative  sources  of  care 
or  to  develop  administrative  procedures  that  reduce  burdens  on  physicians. 

Improving  Access  to  Health  Care  in  Rural  Areas 

Since  its  first  report,  the  Commission  has  proposed  policy  changes  to  increase  access  to 
physician  services  for  the  underserved.  OBRA90  expands  the  Commission's  mandate  by 
directing  it  to  examine  payment  incentives  to  improve  access  in  large  urban  and  rural 
areas.  During  the  past  year,  the  Commission  focused  its  attention  on  access  problems  in 
rural  areas.  Among  these  were  shortages  of  health  professionals;  facility  closures;  and 
problems  associated  with  a  population  that  is  poorer,  older,  and  less  insured  than  that  in 
urban  areas.  It  also  examined  the  range  of  federal  programs  designed  to  address  these 
concerns. 

The  Commission  sees  the  need  for  continued  federal  assistance  to  rural  health  systems. 
It  supports  congressional  actions  to  revitalize  the  NHSC,  improve  the  financial  stability  of 
community  and  migrant  health  centers,  encourage  certification  of  rural  health  clinics,  and 
develop  state  offices  of  rural  health.  It  also  endorses  continued  funding  for  training  in 
primary  care  and  rural  practice.  The  Commission's  future  work  will  focus  on  payment 
policies  that  reinforce  these  efforts.  It  will  examine  options  such  as  payment  mechanisms 
to  increase  retention  of  NHSC  personnel,  Medicaid  bonus  payments  for  physicians  in 
shortage  areas,  coverage  of  telecommunication  consultations,  and  incentives  for 
development  of  regional  satellite  networks  by  large,  multispecialty  group  practices. 

Profiling  of  Physicians'  Practice  Patterns 

Profiling  is  increasingly  being  used  help  achieve  the  goals  of  utilization  review,  cost 
containment,  quality  assurance  and  improvement,  and  research  into  the  effectiveness  and 
appropriateness  of  care.  Profiling  shifts  the  focus  of  inquiry  from  individual  services  to 
patterns  derived  from  many  services.  This  makes  the  process  of  assessment  more  efficient 
and  less  intrusive  for  the  practitioner.  Profiling  is  particularly  well  suited  for  assessing 
outpatient  services  that  are  generally  high  volume  and  low  unit  cost.  It  could  also 
contribute  to  the  success  of  Volume  Performance  Standards  by  helping  to  decipher 
changes  in  patterns  of  care. 

Several  issues  must  be  addressed  for  profiling  to  be  used  effectively.  These  relate  to  the 
types  and  quality  of  data  used,  the  interpretation  and  feedback  of  the  results,  the 
involvement  of  the  medical  community,  access  to  information  about  the  methods  and 
results  of  profiling,  and  the  coordination  of  profiling  activities.  The  Commission  plans  to 
hold  a  conference  to  focus  more  attention  on  these  issues  and  to  help  it  develop  priorities 
and  a  workplan. 
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Medical  Malpractice  Reform 

Although  the  malpractice  problem  has  been  defined  by  increases  in  the  number  of  claims 
and  the  size  of  payments  and  insurance  premiums,  it  should  be  regarded  first  as  a  problem 
of  medical  injury  and  its  avoidance.  The  number  of  medical  injuries  (including  negligent 
injuries)  is  significant,  particularly  in  the  Medicare  population. 

A  growing  body  of  evidence  casts  doubt  on  whether  the  present  malpractice  system 
adequately  achieves  any  of  the  goals  commonly  ascribed  to  it.  These  include  improving 
quality  by  deterring  negligent  medical  injury;  compensating  patients  who  experience 
negligent  medical  injury;  promoting  data  collection  and  research  on  how  to  reduce  medical 
injury;  minimizing  administrative  costs,  defensive  medicine,  and  other  harmful  effects  on 
the  health  care  system;  and  holding  medical  professionals  accountable  for  negligent  care. 

Whether  the  current  malpractice  system  can  be  improved  so  that  it  meets  these  goals  or 
whether  different  mechanisms  would  be  more  effective  must  be  determined.  In  the  year 
ahead,  the  Commission  will  assess  the  merits  of  alternative  systems  to  ensure  quality  and 
compensate  injury  and  will  explore  whether  these  two  functions  should  be  addressed  by 
different  systems. 
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THE  CONTEXT  FOR  REFORM 


In  1987  when  the  Physician  Payment  Review  Commission  issued  its  first  report,  Medicare 
outlays  to  physicians  were  growing  at  double-digit  rates,  placing  an  increasing  burden  on 
taxpayers  and  beneficiaries  who  share  in  financing  program  costs.  The  program's  method 
of  paying  physicians  on  the  basis  of  their  historical  charges  had  severely  distorted  the 
pattern  of  relative  payment  across  different  physician  specialties,  services,  and  geographic 
areas.  Concern  was  also  growing  about  the  financial  liability  of  Medicare's  33  million 
elderly  and  disabled  beneficiaries  and  their  access  to  care.  Physicians,  policymakers,  and 
beneficiaries  alike  agreed  that  this  situation  had  to  be  corrected. 

Today,  the  context  for  reform  has  changed.  With  the  passage  of  the  Omnibus  Budget 
Reconciliation  Act  of  1989  (OBRA89),  the  Congress  approved  a  new  system  of  payment 
consisting  of  a  Medicare  Fee  Schedule  based  on  resource  costs,  limits  on  the  amount 
physicians  may  charge  patients  above  the  fee  schedule  amount,  and  Volume  Performance 
Standards  (VPSs),  coupled  with  expanded  federal  support  for  effectiveness  research  and 
the  development  of  practice  guidelines,  to  control  expenditure  growth.  This  package  of 
reforms  built  on  a  series  of  policy  changes  enacted  since  the  early  1980s.  The  direction 
of  long-term  reform  has  since  been  reaffirmed  by  physician  payment  provisions  of 
OBRA90. 

Every  year  in  its  annual  report,  the  Commission  presents  statistics  describing  trends  in 
spending  for  Medicare  physician  services,  assignment  and  participation  rates,  and  out-of- 
pocket  expenses  borne  by  beneficiaries.  The  updated  figures  indicate  that,  although  the 
context  for  reform  has  changed,  the  trends  that  precipitated  reform  continue.  This  chapter 
begins  with  a  brief  overview  of  these  trends.  It  then  looks  at  the  policy  responses  that  laid 
the  building  blocks  for  passage  of  the  OBRA89  reforms  and  the  challenges  involved  in 
their  implementation. 

Over  the  next  decade,  these  reforms  will  lead  to  substantial  changes  in  patterns  of 
payment,  expenditures,  and  the  delivery  of  medical  care.  This  chapter  provides  a  context 
for  understanding  the  changes  that  lie  ahead  as  well  as  the  analyses  and  recommendations 
included  in  this  report  to  the  Congress. 

THE  CALL  FOR  REFORM 

The  primary  motivation  for  payment  reform  has  been  to  replace  Medicare's  method  of 
payment  based  on  customary,  prevailing,  and  reasonable  charges  (CPR)  with  a  more 
rational  and  equitable  pattern  of  payment.  While  CPR  was  meant  to  provide  flexibility  in 
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setting  prices  to  reflect  variations  in  practice  styles  and  local  markets,  this  reliance  on 
historical  fees  resulted  in  an  inequitable  system  of  pricing.  Over  the  years,  wide  payment 
differentials  were  perpetuated  among  services,  localities,  and  specialties. 

Three  attributes  of  the  CPR  methodology  are  noteworthy.  First,  surgical  and  technical 
procedures  are  overpaid  relative  to  visits  and  consultations.  Second,  physicians  providing 
identical  services  may  receive  markedly  different  payments  because  fees  are  based  on  the 
individual  physician's  past  charges.  Third,  the  method  is  complex  to  administer  and 
understand. 

Controlling  Program  Costs 

Between  1980  and  1989,  Medicare  costs  per  enrollee  for  physician  services  almost  tripled, 
growing  from  $376  to  $1,042  (Board  of  Trustees  1989).  This  rate  of  increase  exceeds 
growth  in  consumer  prices,  gross  national  product,  and  national  health  expenditures 
(Figure  1-1)  (CRS  1989). 


Figure  1-1.  Trends  in  Gross  National  Product  and  Expenditures  for  Medicare, 
Medicare  Physician  Services,  and  National  Health  Care 
1980-1991 


Sources:  Health  Care  Financing  Administration,  Office  of  the  Actuary; 
Department  of  Commerce 

Note:  represents  projections. 
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Expenditures  for  physician  services  consume  a  substantial  and  growing  amount  of  public 
and  private  resources.  Medicare's  share  of  national  expenditures  for  physician  services  has 
doubled  over  the  past  20  years,  rising  to  $27  billion  in  1990  (Figure  1-2).  Total  Medicare 
payments  (physician,  hospital,  and  other  services)  now  account  for  almost  8  percent  of  the 
federal  budget,  up  from  slightly  over  5  percent  in  1980  (Figure  1-3). 


Figure  1  -2.  Expenditures  for  Physician  Services, 
by  Source  of  Funds 


Medicare  Private  Health  Insurance  Medicaid 


|   1  Out-of-Pocket  Payments    f||  Other  Government  Funds 


Source:  Health  Care  Financing  Administration,  Office  of  National  Cost  Estimates 
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Rapid  increases  in  Medicare  program  costs  are  especially  troublesome  at  a  time  when 
federal  policy  decisions  have  been  driven  by  concern  about  the  size  of  the  budget  deficit. 
Because  the  Congress  weighs  competing  social  needs  within  the  context  of  the  annual 
budget  process,  the  level  of  Medicare  funding  is  constrained  by  decisions  about  funding 
levels  for  other  priorities  such  as  national  defense,  education  and  social  services,  and 
income  security  (Figure  1-3). 


Figure  1-3.  Composition  of  Federal  Spending 
FY  1980  FY  1990 


(5.3%) 


(7.6%) 


Medicare 

]  Social  Security 

Other  Human  Resources 

[   |  Other  Spending 

[JJ  Net  Interest 

National  Defense 

Source:  Budget  of  the  U.S.  Government,  Fiscal  Year  1992 

Note:  Examples  of  other  human  resources  are  education,  income  security,  and 
veterans'  benefits. 

Examples  of  other  spending  are  environment,  transportation,  agriculture, 
and  energy. 
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High  rates  of  expenditure  growth  have  made  Medicare  a  prime  target  for  budget  savings, 
and  rapid  increases  in  spending  on  physician  services  have  made  that  portion  of  Medicare 
a  particular  target.9  During  the  late  1980s  Part  B  expenditures,  of  which  73  percent  are 
for  physician  services,  grew  more  than  three  times  faster  than  Part  A  expenditures  (Figure 
1-4)(CRS  1989).  Part  B  outlays  nearly  doubled  between  1985  and  1990,  growing  about  40 
percent  faster  than  the  economy  as  a  whole  (Figure  l-5)(Board  of  Trustees  1990).  The 
relative  contributions  of  price  and  volume  to  this  growth  changed  during  the  1980s, 
however  (Figure  1-6). 


Figure  1-4.  Medicare  Expenditure  Trends,  FY  1980  - 1991 


500 


FY81  FY83  FY85  FY87  FY89  FY91 


□  PartB       +  Physician  Services      o  Part  A 


Source:  Health  Care  Financing  Administration,  Office  of  the  Actuary 


Medicare  is  divided  into  two  parts  that  pay  for  different  services  and  are  financed  by  different  sources.  Part 
A,  the  Hospital  Insurance  program,  provides  inpatient  hospital  coverage,  limited  home  care,  and  skilled  nursing 
benefits.  Part  B,  the  Supplementary  Medical  Insurance  (SMI)  program,  covers  the  cost  of  physician  services, 
clinical  laboratory  tests,  durable  medical  equipment,  and  outpatient  hospital  care.  Part  A  is  financed  primarily 
by  payroll  taxes  while  Part  B  is  funded  through  general  revenues  and  monthly  premiums  paid  by  enrollees. 
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Figure  1-5.  Medicare  Physician  Service  Expenditures 
Selected  Years,  FY  1980  - 1996 

60 


FY80    FY82    FY84    FY86    FY88     FY90     FY92   FY94  FY96 


|  Real  Dollars  (1980)  Pj  Nominal  Dollars  £J  Projected  Dollars 


Source:  Health  Care  Financing  Administration,  Office  of  Budget  Analysis 


Figure  1  -6.  Growth  in  Medicare  Physician  Expenditures  by  Components 
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Source:  PPRC,  1990. 
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Financial  Protection  and  Access  to  Care  for  Beneficiaries 

Medicare,  along  with  Social  Security  and  private  pension  benefits,  plays  a  major  role  in 
ensuring  the  elderly's  financial  security.  This  financial  protection  has  been  weakened, 
however,  by  continued  expenditure  growth  that  has  raised  out-of-pocket  spending. 
Increases  in  beneficiary  costs-including  Part  B  monthly  premiums,  deductibles, 
copayments,  and  liabilities  for  balance  bills— have  outpaced  increases  in  Social  Security 
benefits  (Figure  1-7).  These  come  on  top  of  other  substantial  out-of-pocket  expenses 
borne  by  older  Americans,  including  Part  A  deductibles  and  coinsurance,  premiums  for 
supplemental  insurance,  and  expenses  for  services  not  covered  by  Medicare  such  as 
prescription  drugs,  eyeglasses,  and  long-term  care  (Table  1-1). 


///// 

m 

Copayments 

Balance  Billing 

[    |  Premiums 

Source:  Congressional  Budget  Office;  Congressional  Research  Service 

Notes:  'Projected 

Copayments  include  coinsurance  and  deductible.  Social  Security 
benefits  are  for  full  career  worker  born  1 895-1 925  who  always  earned 
the  average  wage. 
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Table  1-1. 


Cost  Sharing  Under  Medicare,  1991 


Beneficiary  Liability 


Medicare  Part  A 

Hospital  deductible 
Hospital  coinsurance 

Days  61-90 

Days  91  on  (for  60  lifetime  reserve  days) 
Skilled  nursing  facility  coinsurance 

Days  21-100 
Medicare  Part  B 
Premium 
Deductible 
Coinsurance 
Balance  Bills 


$628  per  spell  of  illness 

$157  per  day 
$314  per  day 


$78.50  per  day 


$29.90  per  month 

$100.00  per  year 

20%  of  allowed  charge 

All  excess  up  to  125%  of  the  allowed  charge, 
with  the  exception  of  evaluation  and 
management  services  which  are  limited  to  the 
lower  of  140%  of  the  allowed  charge  or  the 
physician's  1990  MAAC  percentage. 


BUILDING  BLOCKS  OF  PAYMENT  REFORM:  POLICY  CHANGES 


During  the  1980s,  the  Congress  passed  a  series  of  policies  that  incrementally  moved 
physician  payment  in  the  direction  of  the  OBRA89  reforms.  These  reforms  addressed 
three  problems:  the  lack  of  a  rational  basis  for  payment,  escalating  program  costs,  and 
concerns  about  beneficiary  financial  protection  and  access  to  care. 
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Creating  a  More  Rational  Pattern  of  Relative  Payment 

Congress  began  realigning  the  pattern  of  relative  payments  with  the  passage  of  the 
Consolidated  Omnibus  Budget  Reconciliation  Act  of  1985.  This  legislation  directed  the 
development  of  a  resource-based  relative  value  scale  and  created  the  Commission  to  advise 
the  Congress  on  payment  reforms.  About  this  time,  the  Health  Care  Financing 
Administration  (HCFA)  issued  proposed  rules  using  the  concept  of  inherent 
reasonableness  to  reduce  payment  for  cataract  surgery  and  anesthesia  during  cataract 
surgery.  Before  the  regulatory  process  was  completed,  the  Congress  reduced  payments  for 
these  services  in  legislation  (OBRA86)  to  achieve  budget  savings.  This  marked  the  first 
time  that  the  budget  process  was  used  to  move  relative  fees  towards  resource-based 
payments.  In  OBRA87,  the  Congress  moved  further  in  this  direction  by  slating  payment 
reductions  for  12  groups  of  overvalued  procedures.  Additional  cuts  in  overvalued 
procedures  were  included  in  OBRA89  and  OBRA90. 

The  identification  of  overvalued  procedures  was  used  to  realign  payments  while  the 
Congress  awaited  the  completion  of  a  relative  value  scale  based  on  the  resources,  including 
physician  work  and  practice  expense,  involved  in  providing  a  service.  In  its  1989  report, 
the  Commission  recommended  replacing  the  CPR  system  with  a  Medicare  Fee  Schedule 
based  on  such  a  scale.  The  Congress  adopted  this  recommendation  in  OBRA89, 
mandating  that  the  transition  to  the  fee  schedule  begin  in  1992. 

Controlling  Expenditure  Growth 

Signs  of  rapid  growth  in  Part  B  expenditures  were  apparent  as  early  as  1972,  when  the 
Congress  limited  increases  in  prevailing  charges  to  increases  in  the  Medicare  Economic 
Index  (MEI).10  Despite  this  constraint,  Part  B  payments  per  enrollee  continued  to  grow 
by  17  percent  annually  from  1975  to  1982,  more  than  twice  the  general  rate  of  inflation 
(CBO  1986). 

Following  this  initial  effort  to  limit  increases  in  Medicare  spending  on  physician  services, 
physician  payments  were  essentially  untouched  until  1984,  when  the  Congress  imposed  a 
fee  freeze.  This  freeze  lasted  from  July  1984  to  April  1986  for  all  physicians  and  was 
extended  until  January  1987  for  physicians  opting  not  to  join  the  Participating  Physician 
and  Supplier  (PAR)  program.11  Research  on  whether  the  fee  freeze  actually  slowed 
expenditure  growth  has  been  inconclusive.  Some  evidence  suggests  that  physicians 
increased  volume  substantially  during  the  freeze  period  (Mitchell  1989),  but  this  increase 
may  reflect  the  continuation  of  previous  trends  rather  than  a  response  to  the  freeze. 


10  Annual  MEI  increases  in  the  MEI  are  based  on  increases  in  physician  practice  costs  and  in  general  earnings 
levels. 

11  As  discussed  below,  physicians  joining  the  PAR  program  agree  to  accept  assignment  on  all  claims. 
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The  Commission  has  long  held  that  a  direct  measure  to  contain  the  volume  of  services  is 
necessary  to  constrain  expenditure  growth  over  the  long  term.  Toward  this  end,  it 
recommended  a  plan  for  national  expenditure  targets,  linking  fee  updates  to  progress  in 
slowing  expenditure  increases,  to  serve  as  a  collective  incentive  for  physicians.  OBRA89 
followed  this  concept  by  requiring  that  an  annual  performance  standard  for  volume  growth 
be  set  that  can  be  compared  with  the  actual  rate  of  growth  in  determining  fee  updates. 

Policy  Changes  to  Protect  Beneficiaries 

The  1984-1986  fee  freeze  provided  beneficiaries  with  some  relief  from  rising  costs  but  the 
PAR  program  brought  more  substantial  protection.  Physicians  signing  participation 
agreements  accept  the  Medicare  charge  as  payment  in  full  on  all  claims,  forgoing  the 
opportunity  to  bill  patients  any  additional  amount.  In  return,  they  are  listed  in  a  directory 
available  to  beneficiaries,  receive  expedited  claims  processing,  and~during  the  fee  freeze- 
were  permitted  to  raise  charges.  This  created  a  payment  differential  between  participating 
and  nonparticipating  physicians  that  was  made  permanent  in  1986  and  expanded  slightly 
in  1987.  Prevailing  charges  for  participating  physicians  are  now  5  percent  higher  than 
those  of  nonparticipants.  This  differential  will  continue  under  the  Medicare  Fee  Schedule. 

Assignment  rates  increased  dramatically,  climbing  from  51.5  percent  to  84.8  percent  during 
the  1980s.  Much  of  the  increase  appears  to  be  attributable  to  the  creation  and  growth  of 
the  PAR  program.  More  than  44  percent  of  physicians  have  signed  participation 
agreements;  services  provided  by  participating  physicians  now  account  for  55  percent  of 
total  Medicare  spending  on  physician  services.  But  these  changes  have  not  affected 
beneficiaries  uniformly  because  assignment  and  participation  rates  vary  across  states, 
specialties,  and  individual  physicians  (Tables  1-2  and  1-3). 

Since  1986  the  amount  physicians  can  bill  in  excess  of  the  Medicare  approved  charge  has 
been  constrained  by  maximum  allowable  actual  charge  (MAAC)  limits.  MAACs  were 
intended  only  to  be  a  transitional  solution  to  controlling  balance  bills,  however.  When  the 
Commission  recommended  limiting  charges  for  unassigned  claims  to  a  fixed  percentage 
of  the  Medicare  Fee  Schedule  amount,  the  Congress  readily  adopted  this  recommendation, 
replacing  MAACs  with  a  simpler  and  more  stringent  limitation  on  balance  billing.  These 
charge  limits  will  be  phased  in  three  steps  beginning  in  January  1991  (Table  1-4). 
OBRA89  provided  additional  relief  to  beneficiaries  by  requiring  that  physicians  submit  all 
Medicare  claims  effective  September  1990. 

LOOKING  AHEAD  TO  A  NEW  SYSTEM  OF  PHYSICIAN  PAYMENT 

As  January  1992  approaches,  anticipation  about  the  effects  of  payment  reform  on 
physicians  and  beneficiaries  continues  to  grow.  Implementation  of  some  provisions,  such 
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as  Volume  Performance  Standards  and  charge  limits,  is  already  under  way.  Others,  most 
notably  the  Medicare  Fee  Schedule,  will  be  implemented  more  gradually. 

Table  1-2.       Physician  Participation  Rates  for  Selected  Specialties,  1985-1990 


10/85- 

5/86- 

1/87- 

4/88- 

1/89- 

Specialty 

4/86 

12/86 

3/88 

12/88 

12/89 

4/90 

(Percent  of  Physicians) 

All  Physicians 

28.4 

283 

30.6 

37.3 

40.7 

44.1 

Cardiovascular  Disease 

35.6 

38.8 

43.2 

52.8 

55.5 

60.6 

General  Surgery 

33.9 

34.5 

37.2 

48.5 

52.2 

55.8 

Ophthalmology 

273 

28.7 

35.1 

463 

50.5 

55.6 

Radiology 

41.3 

39.5 

39.8 

46.3 

49.6 

55.6 

Orthopedic  Surgery 

29.0 

38.3 

32.6 

44.0 

49.2 

53.7 

Dermatology 

34.0 

37.8 

38.1 

45.7 

48.7 

53.4 

Pathology 

39.6 

37.7 

41.2 

48.1 

50.6 

53.4 

Neurology 

34.8 

33.2 

39.2 

44.1 

49.2 

53.1 

Urology 

27.8 

29.0 

30.9 

41.7 

45.6 

49.6 

Internal  Medicine 

32.5 

31.1 

33.6 

41.2 

45.2 

48.8 

Obstetrics-Gynecology 

29.1 

30.5 

31.5 

40.4 

44.2 

48.8 

Family  Practice 

25.5 

27.1 

27.1 

35.6 

39.7 

47.2 

Otorhinolaryngology 

24.6 

25.1 

27.0 

36.9 

412 

45.2 

Psychiatry 

30.0 

27.8 

28.6 

34.4 

37.8 

41.6 

General  Practice 

27.3 

23.6 

25.6 

32.3 

35.8 

39.7 

Anesthesiology 

21.1 

21.7 

20.3 

25.0 

283 

30.8 

Source:         Health  Care  Financing  Administration. 

Note:  Figures  for  all  physicians  include  all  practitioners  defined  as  physicians  under  the  Medicare  statute. 


Table  1-3.       Assignment  Rates  by  HCFA  Region,  October  1989-September  1990 


Percent  of 

Region  Covered  Charges 


Boston  Region 

93.4 

New  York  Region 

82.9 

Philadelphia  Region 

88.6 

Atlanta  Region 

84.8 

Chicago  Region 

80.1 

Dallas  Region 

81.4 

Kansas  City  Region 

76.6 

Denver  Region 

62.7 

San  Francisco  Region 

84.2 

Seattle  Region 

55.2 

Source:         Health  Care  Financing  Administration,  Bureau  of  Program  Operations. 
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Table  1-4. 


Implementation  of  OBRA89  and  OBRA90  Charge  Limits 


1991  Charges  for  services  other  than  evaluation  and  management 
services  limited  to  125  percent  of  the  allowed  charge  for 
nonparticipating  physicians  (95  percent  of  the  fee  schedule  amount) 
or  the  physicians'  1990  maximum  allowable  actual  charge 
percentage. 

Charges  for  evaluation  and  management  services  limited  to  140 
percent  of  the  allowed  charge  for  nonparticipating  physicians. 

1992  Charges  for  all  services  limited  to  120  percent  of  the  recognized 
payment  amount  for  nonparticipating  physicians. 

1993  Charges  for  all  services  limited  to  115  percent  of  the  recognized 
payment  amount  for  nonparticipating  physicians. 


Some  have  expressed  concern  that  policy  changes  made  since  the  passage  of  OBRA89, 
particularly  spending  cuts  included  in  OBRA90,  threaten  the  goals  of  payment  reform. 
The  Commission  continues  to  believe,  however,  that  the  OBRA89  reforms  hold  great 
promise  for  making  payment  more  rational  and  equitable,  keeping  growth  in  volume  and 
expenditures  to  more  reasonable  rates,  and  providing  financial  protection  to  beneficiaries. 

Simulation  Results 

In  earlier  reports,  the  Commission  presented  simulation  results  describing  the  effects  of 
payment  reform  on  individual  fees,  geographic  areas,  physician  specialties,  and  balance 
bills.  These  results,  based  on  relative  values  from  Phase  I  of  the  resource-based  relative 
value  study  by  William  Hsiao  and  his  colleagues  at  Harvard  University,  are  briefly 
presented  here. 

Effects  on  Payments  for  Selected  Procedures.  The  Medicare  Fee  Schedule  will 
substantially  increase  payments  for  some  services  and  substantially  reduce  payments  for 
others.  Allowed  charges  for  primary  care  services  will  increase  30  percent  under  the  fee 
schedule.  By  contrast,  payments  for  major  surgical  procedures  (such  as  coronary  artery 
bypass  and  total  hip  replacement)  will  decrease  considerably  (34  and  23  percent, 
respectively).  Decreases  are  also  anticipated  for  diagnostic  procedures;  payments  for 
cardiovascular  stress  tests,  for  instance,  will  be  39  percent  less  under  the  fee  schedule. 

Effects  on  Physicians  by  Specialty.  The  effects  of  the  fee  schedule  will  differ  across 
physician  specialties.  These  differences  reflect  variations  in  service  mix  (for  example, 
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primary  care  specialties  provide  substantially  more  evaluation  and  management  (EM) 
services  than  surgical  specialties). 

Physicians  who  provide  primarily  evaluation  and  management  services  can  expect 
considerable  increases  in  total  payments  under  the  fee  schedule.  For  example,  internists 
and  family  practitioners  are  estimated  to  receive  increases  of  14  and  37  percent.  Overall, 
medical  specialties  will  increase  by  20  percent.  Surgical  specialties,  on  average,  can 
anticipate  all  percent  decrease  under  the  fee  schedule.  Decreases  will  be  greatest  for 
thoracic  surgery  (25  percent)  and  ophthalmology  (18  percent).  Surgical  specialties,  like 
otolaryngology,  which  provide  more  EM  services  will  actually  receive  an  increase  (6 
percent). 

Effects  on  Physicians  by  Geographic  Area.  The  Medicare  Fee  Schedule  includes  a 
geographic  adjustment  factor  (GAF)  so  that  fees  in  different  geographic  areas  will  vary 
with  differences  in  input  costs.  Implementing  the  fee  schedule  will  redistribute  Medicare 
payments  from  metropolitan  to  rural  areas.  The  reduction  in  payments  to  physicians  in 
all  metropolitan  areas  combined,  however,  will  be  small  (4  to  5  percent)  compared  with 
the  increase  to  physicians  practicing  in  rural  areas  (12  to  13  percent).  In  most  geographic 
areas,  payments  to  medical  specialties  will  increase,  while  payments  to  surgical  specialties 
will  decrease.12 

Effects  on  Beneficiaries.  When  fully  phased  in,  the  OBRA89  charge  limits  will 
substantially  reduce  balance  bills  for  most  beneficiaries.  In  the  aggregate,  balance  bills  are 
expected  to  be  reduced  by  more  than  75  percent.  Fully  68  percent  of  beneficiaries  will  see 
reductions  in  cost  sharing  (balance  bills  plus  coinsurance). 

The  Commission  is  working  on  new  simulations  that  reflect  the  broader  range  of  surveyed 
physician  work  values  from  Phase  II  of  the  Hsiao  study.  Preliminary  results,  however, 
show  puzzling  changes  between  Phase  I  and  Phase  II.  Because  Professor  Hsiao  has  stated 
that  the  relative  values  released  in  Phase  II  are  not  final,  the  Commission  will  be  in 
communication  with  his  team  and  with  HCFA  to  better  understand  its  simulation  results. 
It  plans  to  release  new  simulations  with  recommendations  on  refinements  in  the  scale  of 
relative  work  later  this  year. 

Implementing  the  Medicare  Fee  Schedule 

The  simulation  results  describe  payment  changes  under  a  fully  implemented  Medicare  Fee 
Schedule.  The  first  step  in  the  five-year  transition  to  payment  under  the  fee  schedule 
begins  January  1,  1992  (Table  1-5).  To  meet  this  deadline,  the  Health  Care  Financing 
Administration  made  a  number  of  tentative  policy  and  technical  decisions  early  on  that 


This  effect  results  from  the  combination  of  geographic  adjustments  in  payment  to  reflect  variation  in  input 
prices  and  the  fact  that  rural  physicians  provide  relatively  more  EM  services  than  urban  physicians. 
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were  released  in  its  Model  Fee  Schedule  in  September  1990.  The  Model  Fee  Schedule 
also  raised  a  number  of  other  important  policy  issues  and  options  affecting 
implementation.  HCFA  plans  to  issue  a  Notice  of  Proposed  Rulemaking  in  April  1991, 
with  intent  of  issuing  final  regulations  in  October  1991.  The  agency  is  also  working  with 
carriers  to  gear  up  for  the  January  1,  1992,  deadline  by  standardizing  coding  policies, 
developing  historical  payment  amounts  to  be  used  in  calculating  blended  payments,  and 
implementing  uniform  edit  packages. 

Table  1-5.       Transition  to  the  Medicare  Fee  Schedule 


1992  Payment  for  services  with  historical  payments  within  15  percent  of 
the  fee  schedule  amount  paid  at  the  fee  schedule  amount. 

Payment  for  services  with  historical  payments  below  85  percent  of 
the  fee  schedule  amount  paid  at  the  historical  rate  plus  15  percent 
of  the  fee  schedule  amount. 

Payment  for  services  with  historical  payments  above  115  percent  of 
the  fee  schedule  amount  paid  at  the  historical  rate  less  15  percent 
of  the  fee  schedule  amount. 

1993  Payment  based  on  75  percent  of  the  updated  1992  payment  amount 
and  25  percent  of  the  fee  schedule  amount. 

1994  Payment  based  on  67  percent  of  the  updated  1993  payment  amount 
and  33  percent  of  the  fee  schedule  amount. 

1995  Payment  based  on  50  percent  of  the  updated  1994  payment  amount 
and  50  percent  of  the  fee  schedule  amount. 

1996  Payment  based  on  the  fee  schedule. 


The  first  year  of  the  transition  is  particularly  significant  because  many  fees  (29  percent  of 
services)  will  move  directly  to  the  fee  schedule  amount.  If  OBRA89  and  OBRA90 
provisions  are  seen  as  the  beginning  of  the  transition,  52  percent  of  the  total  change  in 
payment  rates  and  nearly  70  percent  of  the  increase  in  payments  for  evaluation  and 
management  services  will  occur  by  1992  (Table  1-6).  In  fact,  20  percent  of  the  total  change 
in  payment  rates  has  already  been  achieved.  After  1992,  the  pace  of  change  will  slow,  with 
the  rest  of  the  adjustment  spread  evenly  over  four  years.  In  1996  all  payments  will  be 
based  on  the  full  fee  schedule  amount. 
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Table  1-6. 


Percent  of  1988  to  1996  Change  Accomplished  by  Year 


1991 

1992 

1993 

1994 

1995 

1996 

vruu^i  o  1  tr/       pah  nc 

Medical 

19 

55 

66 

77 

89 

100 

zo 

Jo 

OO 

ly 

80 

oy 

inn 

Other 

16 

44 

58 

72 

86 

100 

Types  of  Services 

Evaluation  and  Management 

16 

69 

76 

84 

92 

100 

Other 

21 

45 

59 

72 

86 

100 

All  Services 

20 

52 

64 

76 

88 

100 

Source:         BMADI  1988  aged  to  1991. 


The  extent  of  the  change  slated  for  the  first  year  raises  questions  about  the  length  of  the 
transition  period.  The  Commission  originally  recommended  a  three-year  transition.  This 
was  lengthened  under  OBRA89  in  response  to  concerns  that  a  rapid  transition  would  be 
disruptive  to  physicians,  particularly  those  whose  payments  are  expected  to  fall  under  the 
Medicare  Fee  Schedule,  and  to  beneficiaries  if  their  ability  to  obtain  care  is  abruptly 
impaired.  As  1992  approaches,  however,  some  now  contend  that  a  five-year  transition 
unnecessarily  prolongs  uncertainty  about  the  fee  schedule's  effects  on  practice  revenues 
and  access  to  care.  Carriers  have  also  commented  that  a  quicker  transition  would  be 
simpler  and  less  costly  to  administer. 

Some  have  also  raised  concerns  that  recent  congressional  efforts  to  reduce  the  budget 
deficit  undermine  payment  reform,  arguing  that  cuts  in  overvalued  procedures  and  other 
services  reduce  the  size  of  the  Medicare  "pie"  that  will  be  redistributed  under  a  payment 
system  based  on  resource  costs.  In  particular,  many  are  concerned  that  while  payment  for 
EM  services  will  increase  relative  to  other  services,  the  absolute  gain  may  be  small.  This 
is  because  reductions  in  fees  from  OBRA87,  OBRA89,  and  OBRA90  will  result  in  a  lower 
conversion  factor.  Starting  with  1988  as  a  base,  these  provisions  have  had  the  effect  of 
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reducing  fees  by  15  percent  in  real  (inflation-adjusted)  terms.13  Thus,  while  relative 
payment  for  EM  services  will  increase  by  29  percent,  the  real  increase  will  be  about  10 
percent  since  1988.14  This  increase  could  be  even  smaller  by  1996  as  a  result  of  how  the 
budget  neutrality  provision  of  OBRA89  was  drafted  (see  Chapter  6). 

Implementing  a  System  of  Volume  Performance  Standards 

In  contrast  to  the  long  phase-in  for  the  Medicare  Fee  Schedule,  implementation  of  the 
Volume  Performance  Standard  (VPS)  provisions  of  OBRA89  began  with  enactment. 
OBRA89  specified  both  a  performance  standard  rate  of  increase  for  fiscal  year  1990  (9.1 
percent)  and  a  process  for  setting  the  standard  in  future  years.15  Under  this  process,  both 
the  Secretary  and  the  Commission  recommend  a  VPS  rate  of  increase  to  the  Congress 
each  spring.  Recommendations  must  take  into  account  several  factors  including  growth  and 
aging  of  the  beneficiary  population,  inflation,  appropriateness  of  care,  access  to  care,  and 
changes  in  technology. 

Once  it  receives  these  recommendations,  the  Congress  may  either  set  the  VPS  itself  or 
allow  the  VPS  to  be  set  by  a  default  formula  that  combines  beneficiary  growth,  inflation, 
and  a  five-year  average  of  past  volume  growth  less  a  predetermined  performance  standard 
(1.0  percent  for  1991,  1.5  percent  for  1992,  and  2.0  percent  thereafter). 

For  FY  1991,  the  Secretary  and  the  Commission  recommended  VPS  rates  of  increase  and, 
as  required  by  the  legislation,  specified  separate  rates  of  increase  for  surgical  and 
nonsurgical  services  (Table  1-7).  The  Secretary's  recommendation  started  from  expected 
growth  in  fees  and  the  beneficiary  population  and  then  added  the  effects  of  legislative 
changes  (for  example,  coverage  of  screening  mammography).  Because  private  sector 
volume  growth  appeared  to  be  roughly  half  that  for  Medicare,  the  Secretary  included  half 
the  trend  rate  of  Medicare  volume  growth.  This  resulted  in  a  VPS  of  8.7  percent  for 
surgical  services,  10.5  percent  for  nonsurgical  services,  or  9.9  percent  overall.  Legislative 
changes  accounted  for  the  entire  difference  between  the  surgical  and  nonsurgical  VPSs. 


This  analysis  reflects  fee  changes  from  OBRA87  that  took  effect  in  1989  and  all  fee  changes  from 
OBRA89  and  OBRA90.  The  last  includes  the  0.4  percent  reduction  in  the  1992  update  and  the  provision  on 
payment  for  electrocardiograms  (see  Chapter  13).  It  does  not  reflect  the  forthcoming  decision  on  the  1992  update 
to  be  made  as  part  of  the  VPS  process.  This  reduction  is  roughly  equivalent  to  the  rate  of  inflation  as  measured 
by  the  MEI.  Thus,  in  nominal  terms,  fee  levels  in  1992  will  be  similar  to  what  they  were  in  1988. 

14  The  29  percent  relative  increase  for  EM  services  comes  from  the  Commission's  simulations  of  Phase  I  of 
the  Hsiao  study.  These  relative  values  may  change  after  Phase  II,  Phase  III  and  the  Commission's  refinement 
process  are  completed. 

15  The  FY  1990  figure  was  reached  by  summing  the  factors  in  the  default  formula  and  subtracting  0.5 
percent  as  specified  in  the  law.  Although  estimates  of  incurred  expenditures  for  FY  1990  have  not  been  released, 
figures  for  the  first  six  months  of  the  fiscal  year  suggest  that  expenditure  growth  exceeded  the  VPS  by  at  least 
two  percentage  points. 
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Table  1-7. 


Volume  Performance  Standard  Recommendations,  Fiscal  Year  1991 


All 

Surgical 

Non 

-Surgical 

« 

Services 

Services 
(Percent  Growth) 

Services 

Secretary  of  Health 

and  Human  Services 

Physician  Payment 

Review  Commission 

Congressional  Action 

HCFA  baseline  less 
two  percentage  points 

Effects  of  OBRA90  cuts" 

Final  standard 


9.9 


11.2 


13.0 
-5.7 
73 


8.7 


93 


10.5 


12.1 


11.2  13.6 
-7.9  -5.0 
33  8.6 


Note:         "Estimates  include  behavioral  offset. 


The  Commission  took  a  different  approach  in  developing  its  recommendations  by  starting 
with  the  Medicare  actuary's  best  projection  of  outlay  growth  for  FY  1991  and  subtracting 
two  percentage  points.  Noting  that  surgical  volume  had  been  growing  more  slowly  than 
nonsurgical  volume  in  recent  years,  the  Commission  recommended  a  one  percentage  point 
larger  difference  between  the  surgical  and  nonsurgical  VPSs.  This  led  to  a  VPS 
recommendation  of  9.3  percent  for  surgical  services,  12.1  percent  for  nonsurgical  services, 
and  11.2  percent  overall.  This  recommendation  reflects  the  Commission's  view  that,  within 
five  years,  outlays  for  physicians'  services  should  grow  no  faster  than  nominal  gross 
national  product. 

In  OBRA90,  the  Congress  adopted  the  Commission's  approach  by  directing  HCFA  to  set 
the  performance  standard  at  the  baseline  minus  two  percentage  points.  Because  of  the 
substantial  price  cuts  under  OBRA90,  the  final  performance  standard  was  much  lower  than 
that  recommended  by  either  the  Commission  or  the  Secretary  (Table  1-7).16  Thus 


16  The  baseline  used  in  calculating  the  final  performance  standard  was  higher  than  that  used  by  the 
Commission.  Because  this  baseline  was  estimated  six  months  later,  it  reflects  more  recent  data. 
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OBRA90  set  the  performance  standard  at  7.3  percent  for  all  physician  services,  3.3  percent 
for  surgical  services  and  8.6  percent  for  nonsurgical  services. 

The  process  of  setting  the  annual  VPS  will  begin  again  in  April  with  the  Secretary's 
recommendation.  The  Commission  must  report  its  advice  to  the  Congress  on  both  the 
update  and  the  VPS  for  1992  by  May  15. 

A  few  generalizations  can  be  made  about  the  initial  experiences  in  setting  VPSs.  First, 
neither  the  Secretary  nor  the  Commission  has  found  good  estimates  of  the 
appropriateness,  access,  and  technology  factors  that  should  enter  into  the  VPS 
recommendation.  This  suggests  that  there  will  be  differences  of  opinion  about  the 
performance  standard.  Second,  the  Congress  took  an  active  role  in  setting  the  VPS 
instead  of  relying  on  the  default  formula.  Finally,  the  difference  between  the 
Commission's  recommendation  and  the  final  standard  was  due  largely  to  the  incorporation 
of  the  effects  of  OBRA90  budget  cuts.  If,  in  the  future,  the  Congress  enacts  budget 
legislation  such  discrepancies  will  continue. 

The  trends  and  policy  changes  discussed  here  provide  a  backdrop  for  the  major  legislative 
changes  brought  about  by  OBRA89  and  the  steps  to  be  taken  in  its  implementation.  These 
trends  will  continue  to  shape  the  new  payment  system  and  the  changing  context  for  reform. 
The  Commission's  analyses  and  recommendations  in  this  report  outline  some  of  the  major 
policy  and  operational  challenges  ahead. 
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